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1.1 Research Background 
 
Small-medium enterprises (SMEs) play vital role in developing and developed 
countries. In Indonesia, particularly, SMEs become the main pillar of 
Indonesia’s economy as employment provider. In addition, they also play major 
role in the development of local economy and give a contribution towards 
improvement of non-oil and gas export (Urata, 2000). Indeed, the researchers 
and economists found that SMEs serve as engines of growth and development 
(Neagu, 2016). In addition, Tambunan (2011) argues that SMEs are capable of 
reducing income inequality mainly in developing countries. According to 
Department of Industry and Commerce (2002), in average, the growth of SMEs 
in Indonesia is about 11% per year creating many positive impacts one of which 
is increasing employment and reducing income inequality. Moreover, according 
to National Statistics Center (2016), from the total citizens of 252 million, 7.8 
million of them are non-agriculture entrepreneurs or 3.1 percent out of total 
population. Hence, the total of entrepreneurs in Indonesia has reached two 
























The importance of small-medium enterprises (SMEs) in Indonesia is proven 
when there was multi-dimension crisis in 1998. In that kind of situation, SMEs 
was the only which can survive, if not growing (Departemen Koperasi, 2008), 
while bigger businesses were collapse due to the crisis. It is because big 
businesses are influenced heavily on the increase in raw material price, 
installments costs due to the drastic increase in Rupiah exchange towards 
Dollar. Based on this evidence, SMEs can be the solution for robust economic 
system as it is able to improve the market competitiveness, and create stable 
economy (Departemen Koperasi, 2008). 
 
National Statistics Center (2001) made a survey on SMEs in Indonesia 
especially industry in 2001 and it found out that the problems faced by 
Indonesia SMEs are lack of capital, marketing, and technological matters. 
Although the government has already made a program to help SMEs financially 
in the form of credit schemes, still the majority of SMEs are not able to fulfill 
the requirements of it. As a consequence, SMEs relied their financial matter on 
themselves, personal funding, money from relatives, and credit from informal 
lenders for financing their daily business operations (Tambunan, 2011). 
 
According to Tambunan (2011), there was only a small percentage of SMEs 
in Indonesia which have gotten credit from banks or financial institutions and 
this at the same time shows the condition of Indonesia’s underdeveloped 
financial markets and institutions in the country. This phenomenon disrupts the 
























competitiveness in SME’s financing sector means that banks or financial 
institutions are not driven enough to make a breakthrough program that triggers 
the growth of SME market (The Asia Foundation (TAF), 2001). Although Bank 
Rakyat Indonesia is successful in providing micro enterprises in terms of 
microfinance, this program is not suitable for the majority of SMEs due to their 
size difference to micro enterprises (TAF, 2011). Accordingly, it is a pity that, 
according to Tambunan (2011), there are high percentage of SMEs in Indonesia 
which have the potential to become nationally or even internationally 
competitive enterprise are prone to forfeit their sustainability which leads to 
bankruptcy due to the lack of financial support as they are alone in maintaining 
profitability or positive cash flow. 
 
In terms of marketing concern, most SMEs still rely heavily on their existing 
partners to market their products. Insufficient resources with respect to capital 
and human resources to explore their target markets are the cause of lack of 
marketing (Tambunan, 2011). Therefore, due to the unreliable marketing 
strategy, SMEs are lack of exposure of their products to their potential 
customers which leads to inconsiderable amount of sales. 
 
Another research by Ediraras (2010) found that most of SME’s problems in 
Indonesia are related to marketing, the quality of human resources, and capital. 
Nevertheless, the crucial abandoned problems faced by SMEs in Indonesia are 























The effect of neglecting accounting and managing finance may not be 
tangible as other factors, yet without the accounting and financial management 
effective practices, the success of SMEs will not be sustained and leads to 
bankruptcy (Ediraras, 2010). Therefore, it is important for entrepreneurs to 
implement accounting or financial management carefully. Leastwise, 
entrepreneurs can calculate profit and loss and better can understand profit and 
loss of their business. 
 
According to Tambunan (2009), it is still common that SMEs in Indonesia 
are dominated by self-employment enterprises without hiring paid workers. In 
rural area, for instance, most of traditional enterprises are characterized by low 
levels of productivity, poor quality products, serving small local market, and 
unassisted by technological tools. Few of them are economically viable over 
the long term, but majority of them are not. Nevertheless, the existence 
of this type of enterprise can be seen as an early stage of entrepreneurship 
development (Tambunan, 2009). 
Young Entrepreneurs Association of East Java (HIPMI Jatim) is selected to 
become the respondents of this study. There are several reasons in selecting this 
community as respondents in order to have more representative data depicts 
Indonesian entrepreneurs which are: 1) The entrepreneurs have various field of 

























2) East Java is specifically chosen over Central branch due to the multiple 
sources of cities of entrepreneur’s background. From Surabaya, Malang, 
Sidoarjo, Trenggalek, and other cities in East Java; 3) East Java is considered 
to be more representative of the characteristics of big city entrepreneurs and 
small rural areas like Trenggalek; 4) Most of the business in this community 
are small and medium instead of micro enterprises which aligned with our 
target of respondents. 
  
In terms of selecting the proper business’ size, it is arguably more 
appropriate to choose small and medium size of enterprises instead of including 
the micro size of enterprises. It is common that micro size enterprises have an 
indifferent primary intention as SMEs which is maximizing the profitability but 
has to be considered that majority of micro enterprises struggle to survive in 
daily basis operations and they implement accounting and sophisticated system 
by themselves (Berry et al., 2001). In terms of stability, micro enterprises 
usually have unreliable fixed schedule on running the business on daily basis; 
therefore, an unreliable finding comes as a consequence. Moreover, SMEs 
perform better than micro enterprises (MIEs) in generating more employment. 
The SME’s potential growth may expand significantly (similar to large 
enterprises), while majority of MIEs tend to grow little and hence do not exceed 
that size category (Liedholm and Mead, 1999). Accordingly, SMEs in Indonesia 


































Figure 1.1 Indonesian SME’s definition 
 
 
 Assets (Rp) Gross Profit (Rp) 
   
Small Enterprises >50 Million – 500 >300 Million – 2,5 
 Million Billion 
   
Medium Enterprises >500 Million – 10 >2,5 Billion – 50 
 Billion Billion 
   





A research by Minnis and Sutherland (2017) implied that the indicator of 
success is measured by their success in ability to acquire customers based on 
feedback and good service. In this research, we measure the business success 
by measuring the profitability which means the business venture’s ability to 
obtain and maintain positive cash flow from operations after being deducted by 
material and overhead costs as well as employees’ salaries for three consecutive 
periods. Nonetheless, to manage the cash, SMEs attempt to minimize debt, 
maximize the use of technology, and keep track of cash flow (Nguyen, 2017). 
Other challenges that small business owners have are staying debt-free, 
adjusting their strategies with the market changes, and conserving cash and 
expenses. 
 
The connection between accounting and business success has been only 
guessed rather than described by empirical evidence. It is argued by Burchell et 
al (1980) that the relationship between accounting information and decision 
























presumed rather than empirically proven. For instance, Alle and Yohn (2009) 
and Cassar (2009) provide insight into small business/start-up ventures’ 
decisions to prepare financial statements and document the benefit of financial 
statements for accessing credit and reducing cost of credit. Minnis (2011) found 
that firms with audited financial statements have a lower cost of debt due to the 
trust of the lenders from audited financial statements when determining interest 
rates. Furthermore, studies conducted by Minnis and Sutherland (2017) also 
argued that financial statements is requested by commercial lenders as a tool of 
monitoring mechanism. Despite of these prior research provide insights 
particularly related to the capital market and monitoring benefits of accounting, 
it is remained a few insights that document the overall benefit of accounting to 
the profitability of SMEs. 
 
Given our primary interest, whether accounting matters to SMEs business 
venture profitability is still an open question. On the one hand, profitable 
business operators often propagandize that an understanding of accounting is in 
line to business success (Buffet, 2003). Another consistent notion, accounting 
textbooks also indicate business success has benefited from accounting 
knowledge and financial reports. More specifically, managerial accounting 
textbook often delineate that successful planning, controlling, and decision 
making within an operation is the results from accounting framework (Horngren 
et al., 2015; Garrison et al., 2017). From this perspective, it can be concluded 




























provide entrepreneurs with better decision making and discipline that will lead 
to more profitable outcomes. 
 
Given the primary interest of this research is whether accounting matter for 
the profitability of SMEs, accounting attributes are examined in several ways. 
According to Miller et al (2018), in particular, we examine whether the 
likelihood that SMEs results in a profitable firm is associated with whether the 
entrepreneur has an accounting background (i.e., taken courses in 
accounting/finance, have accounting/finance college degree or work experience 
in accounting/finance), whether the entrepreneur creates financial statements 
and financial projections, whether the entrepreneur hires 
accountant/bookkeeper to manage finances or prepare financial statements and 
implementation of AIS towards business. 
 
Despite the importance of entrepreneur’s focus on accounting, it is arguably 
that entrepreneurs have limited time and resources. Therefore, an entrepreneur 
focuses his/her time and resources on preparing and using financial statements 
can potentially alleviate the focus on other tasks that are critical to the 
operational success of a business venture (e.g., marketing or supply chain 
management) and might be too rigid and formal in business planning (Child, 
1974). 
 
Another experimental evidence research by Vera-Munoz (1998) exhibited 
that decision making ability to incorporate factors (e.g., opportunity costs into 
their business decision making) may potentially inferred by high level of 

























accounting knowledge, entrepreneur views accounting as a compliance exercise 
that can affect their business decision making process (Miller, 2018). In spite of 
these contrary findings, the researcher predicts that a better understanding of 
accounting and preparation of financial statements and financial projections 
leads to higher probability of business venture’s profitability. 
 
Miller et al. (2018) argued that hiring a professional 
accountant/bookkeeper) to prepare financial statements or manage finance of 
the business should lead to more appropriate decision making due to the 
availability of useful financial information interpreted by accountant. 
Additionally, better decision making (Bonner, 1999) and more accurate 
projections (Cassar, 2010) can be made easier due to the presence of accountant. 
Therefore, the researcher argues that hiring accountant or bookkeeper can lead 
to business’ profitability. 
 
Accounting Information Systems (AIS) is a tool which, when incorporated 
into the field of Information and Technology systems (IT), is utilized to help in 
the management and control of business related to economic-financial area. 
Rather recently, the rapid development of technology has created more of 
possibility of generating and using accounting information for strategic 
viewpoint (Grande et al., 2011) instead of as ‘numbers’. It is arguably that 
small-medium enterprises (SMEs) have higher urgency to implement AIS to 
deal with higher degree of uncertainty in the competitive market (El Louadi, 

























accounting system in their relations with suppliers and customers in the same 
way the development of the electronic banking allows the businesses to reduce 
time lagging in their transactions, moreover AIS have fastened tax management. 
 
Previous research suggests that the success of a business venture is 
associated with prior venture and work experience (Gompers et al., 2010; Hopp 
and Sonderegger, 2014), motivation (Hechavarria et al., 2012) and variation of 
experiences within the entrepreneurial team (Thiess et al., 2016). Other studies 
focus on the factors why start-ups are vulnerable to failure for numerous 
reasons, such as the lack of entrepreneurial experience and inability to adopt a 
business strategy (Corderiro, 2013; Franca, de Aragao Gomes, Machado, & 
Russo, 2014; Mutoko, 2014). Some also fail due to lack of access to sufficient 
resources, fail to assess business risks, poor personnel management and 
materials, and offer low-quality products and services (Corderiro, 2013; Miles, 
2013; Mutoko, 2014; Williams, 2014). In this research, we focus on whether 
entrepreneurs that have an accounting background, preparation of financial 
statements and financial projections, hiring accountant/bookkeeper, and 
implementation of accounting information system (AIS) affect Indonesian 
SME’s profitability. Profitability, by its mean is defined as the ability of the 
SMEs to obtain and maintain positive cash flow from operations after being 
deducted by material and overhead costs as well as employees’ salaries for three 




























Additionally, a research by Miller et al. (2018) examined the relationship 
between accounting and the profitability of start-up venture. The research 
explores accounting as entrepreneur’s accounting background, preparation of 
financial statements and financial projections, and hiring of accountant. In 
addition, this research adds one more accounting component which is the 
implementation of accounting information system (AIS) related to Indonesian 
SME’s profitability. Due to the outstanding advance in technology, using AIS 
can benefit SMEs from a strategic viewpoint (Grande et al., 2011). A research 
describes its importance that not having AIS is the cause of most SMEs 
continuous low performance (Muhindo et al., 2014). Other than that, the 
implementation of AIS to SME’s profitability is still insufficiently addressed. 
The only research that discussed specifically implementation of AIS to SME’s 
profitability is conducted by Grande et al. (2011) and Muhindo et al. (2014). 
Several studies only discuss the potential IT contribution, in general, to SME’s 
productivity resulting in inconsistent results (Scapens and Jazayeri, 2003; 
Scapens et al., 1998; Cramm, 2008). Thus, in this research, the researcher 
incorporates the accounting components from several studies affecting SME’s 
profitability. 
 
This research mainly provides findings related to the lack of studies that 
discuss the fundamental question between accounting and SMEs’ profitability 
in Indonesian case. Therefore, it will be interesting to find out whether there is 
a correlation between accounting and Indonesian SMEs’ profitability despite 

























examination, it allows us to not only document the importance of accounting 
for business profitability, but also inform which accounting instruments are 
associated with profitable business ventures. At the same time, it is really useful 
for Indonesian SMEs to apply to their business ventures as well as add to the 
literature on usefulness on accounting for SMEs decision making and factors 




1.2 Research Questions 
 
As described previously, there been very few number of researches 
investigating the connection between accounting and the SME’s profitability. 
A vast literature has already examined that accounting plays important role in 
terms of the efficiency in capital market outcomes. However, there is only little 
researches that focus on the efforts of accounting in improving the likelihood of 
business success. It is generally known that accounting should include 
accounting proper knowledge or experience, to create financial report (e.g. 
income statement, financial projections), employ professional 
accountants/bookkeeper and implementation of AIS. Meanwhile business 
profitability is defined as positive cash flow from operations. Thus, it is crucial 
to discover the relationship between both factors by providing empirical 
evidence rather than only been presumed. Given the issues, the research 
question of this research are:  
1) Does entrepreneur’s accounting background positively affect the 






















2) Does preparation of financial statements and projections positively affect 
the profitability of Indonesian small-medium enterprises (SMEs)? 
3) Does hiring accountant/bookkeeper positively affect the profitability of 
Indonesian small-medium enterprises (SMEs)? 
4) Does implementation of accounting information system positively affect the 
profitability of Indonesian small-medium enterprises (SMEs)? 
 
1.3 Research Objective 
 
The objective of this research is to analyze whether entrepreneur’s 
accounting background, preparation of financial statements and financial 
projections, hiring accountant, and implementation of accounting information 




1.4 Research Contributions 
 
This research is expected to be able to give meaningful contributions both 
theoretically and practically. The details are as follows: 
 
 
1. Theoretical Contribution 
 
This research contributes  in terms  of enhancing and corroborating the 
 
previous finding, suggesting the relationship between accounting and SME’s 
profitability. More importantly, it adds empirical evidence regarding the link 





















The current research adds specifically on resource-based theory (RBT) in 
terms of accounting resources and breakdowns into four components which 
are entrepreneur’s accounting background, preparation of financial statements 
and financial projections, hiring accountant or bookkeeper, and 
implementation of accounting information system (AIS). Also, this research 
will add a value by giving which specific accounting elements are useful for 
decision making on factors that improve SME success. 
 
 
2. Practical Contribution 
 
This research would also benefit the entrepreneur who just started their 
 
business or ongoing business by showing the determinants that increase the 
likelihood of SME’s profitability connects to entrepreneur’s accounting 
background, intention to use accounting system, hiring accountant or 
bookkeeper and implementation of AIS. The results should be directly practiced 
by entrepreneurs to increase their business’ profitability. 
 
 
1.5 Research Outlines 
 
The research is organized as follows. Chapter 2 presents the theoretical 
framework, literature review, and hypothesis development. In subsequent to 
that, chapter 3 explains the research design or research methods utilized by this 
research. Meanwhile, chapter 4 discusses the quantitative findings of this 
research. Ultimately, chapter 5 denotes the conclusions including the 
implication of findings and limitations of the research as well as 



























2.1. Resource-Based Theory 
 
The resource-based theory was emerged as a result the frustration with the structure-
conduct-performance paradigm of the industrial organization theory (IOT) of the 
firm (Bain, 1959; Porter, 1980). The IOT explains that a business’ success is 
entirely determined by its external environment. Therefore, to counter the 
industrial-organization theory (IOT), resource-based theory (RBT) is built and 
explains that in order to achieve business success, internal resources and 
competencies plays a major role of its success (Werner-felt, 1984; Dierickx and 
Cool, 1989; Prahalad and Hamel, 1990). In RBT, competitive advantage is rooted 
inside the firm including assets that are valuable and inimitable. A firm’s 
capabilities or competencies to utilize these assets to produce superior performance 
determine competitive advantage (Grant, 1991). In addition to that, Barney (1986) 
pinpointed that by bringing external environment into resource-based picture, it 
leads the firm’s resource become valuable. In other words, contrary to the IOT, 
external resource alone cannot lead to valuable resources. By combining them, 
specifically nurturing and exploiting internal competencies and applying them to an 
appropriate external environment, a business can develop a viable strategy. 
 
The resource-based theory (RBT) is used to determine the strategic resources 






















firm. By exploiting these resources, a firm can potentially achieve sustainable 
competitive advantage which leads to higher likelihood to achieve and to maintain 
profitability of the firm. In the article of “Firm Resources and Sustained 
Competitive Advantage” is considered as critical work related to RBT (Barney, 
1991). Also, RBT proposes that firms are diverse, therefore, they possess 
heterogeneous resources. It means that firms can have different strategies due to 
their various resources mixes. 
 
The RBT focuses attention on a firm’s internal resources as a means of 
organizing processes and obtaining a competitive advantage. The resources hold 
potential as sources of sustainable competitive advantage, they should be valuable, 
rare, imperfectly imitable and not substitutable (Barney, 2011). The RBT suggests 
that organizations must develop unique, firm specific core competencies that will 
allow them to outperform competitors by doing things differently (Hamel, 2012). 
Although the literature presents many different ideas around the concept of the 
resource-based perspective, at its heart, the common theme is that the firm's 
resources are financial, legal, human, organizational, informational and relational; 
resources are heterogeneous and imperfectly mobile and that management's key task 
is to understand and organize resources for sustainable competitive advantage as a 
way to achieve and maintain profitability (Makadok, 2001). 
 
 
The RBT focuses on managerial attention on the firm’s internal resources by 
identifying assets, capabilities, and competencies within in order to deliver superior 

























categories which are tangible, intangible, and personnel-based (Grant, 1991). 
Tangible resources include financial reserve and physical resources such as plant, 
equipment, and raw materials inventory. Intangible resources include reputation 
and technology. While personnel-based resources include human resources as well 
as the culture, the training and expertise of employees, and their commitment and 
loyalty. Specifically, personnel-based resources’ abilities to assemble, integrate, 
and manage these bundles of resources is crucial for the firm, take into account that 
these resources are not productive on their own (Grant, 1991). 
 
The RBT illuminates that not all resources are equal important, nor possess the 
potential to become a source of sustainable competitive advantage (Fahi and 
Smithee, 1999). Its sustainability of the firm is relied so much on the extent to which 
resources can imitated or substituted (Lowson, 2000). Furthermore, Barney (2011) 
pointed out that understanding the causal relationship between the sources of 
advantage and successful strategies is difficult in practice. Hence, management’s 
effort to identify, understand, classify core competencies is playing a critical role. 
Furthermore, management must invest in organization learning to develop, nurture, 
and maintain key resources and competencies (Barney, 1991). 
 
Since the resources can be utilized and exploited properly, selecting a viable 
strategy to create competitive position while at the same time combine with external 
opportunities (Day, 1994). More specifically, internal resources have to fulfill these 
criteria in order to create optimal benefits for the firm including valuable, rare, 
imperfectly imitable, and non-substitutable. The term valuable means the resources 

























means not available to other competitors. The term imperfectly imitable means it 
not easily implemented by others. Finally, the term non-substitutable means that it 
is not able to be replaced by some other common resources. In other words, it is 
usually called as VRIN criteria (Prahalad and Hamel, 1990). 
 
 
2.2 Small-Medium Enterprises (SMEs) in Indonesia (East Java Region) 
 
SME plays an important role in developed and developing countries in terms of 
economic development. In developed country and New Industrial Countries (NICs), 
SMEs give a significant contribution towards increased of export and as a 
subcontractor which provides input for big scale business while at the same time it 
plays a role as innovation sources. A slight different impact occurs in developing 
countries, while SMEs is tied to be one of the solutions to tackle economic and 
social problems such as reducing unemployment, poverty, and income inequality. 
In the case of Indonesia, SMEs are able to help government to reduce imbalance 
due to uneven development which occurs between cities and rural areas 
(Sulistyastuti, 2004). Although the role of SMEs is slightly different with respect to 
developed and developing countries, various empirical studies give a credit of 
SME’s existence. 
 
Small Medium Enterprise (SME) is an independent business which have a 
small portion of market share and commonly managed by its owner or part-owners. 
Actually, there are wide diversity of the businesses, so there is no single definition 
of a SME as each country has its own definitions for SME. According to OECD 

























are non-subsidiary, independent firms which have characteristics such as the given 
numbers of employees. Whereas, the limitation numbers of employee are various 
across countries. In the United States, SMEs can be defined as a firm that has 
maximum 500 employees while other countries limit at 200 employees. Based on 
Indonesian Constitution no. 20 in 2008, Indonesian SMEs are classified by their 
assets and gross profit per year. Specifically, small enterprises have assets 
(excluding land) range from 50 million – 500 million in Rupiah, while medium 
enterprises range from 500 million – 10 billion in Rupiah. With respect to gross 
profit per year, small enterprises have the limit from 300 million to 2.5 billion in 
Rupiah, whereas medium enterprises’ gross profit per year range from 2.5 billion 
to 50 billion in Rupiah. 
 
State Ministry of Cooperatives and Small-Medium Enterprises (SMEs) of 
Indonesia stated that SME plays an important role to the economic development of 
the country. In terms of GDP, until 2012, SMEs reached more than 50% of the 
Indonesia’s GDP. In addition, SMEs also are successful in providing employment 
in Indonesia while at the same time helping government to address unemployment 
problem which specifically more than 95% of Indonesian migrant workers are 
working for SMEs. SMEs also become the backbone of reducing poverty, in 2013, 
while Indonesia had a poverty gap index rising from 1.75% to 1.89% and the 
poverty severity index rose from 0.43% to 0.48% (National Statistics Center, 2014). 
According to Irjayanti et al. (2016), there are 56 million SMEs in Indonesia which 
able to employ up to 15 million people annually. It is not surprising that SMEs are 

























in Indonesia grows rapidly, it reached 6% per year and constantly increased after 
the economic crisis in 1998. 
 
Despite their growth, Indonesian SMEs are still facing various problems to 
optimally manage their business. Although the Indonesian government has created 
various programs to strengthen Indonesian SMEs, based on data from growing 
Wholesale Private Banking in Indonesia, from total SMEs, there is only 36% SMEs 
have bank accounts. This indicates that Indonesian SMEs are lack of access of 
financing schemes. In addition, they mostly rely on personal and family capital 
(Irjayanti et al., 2016) or informal external financing (Tambunan, 2011) for daily 
business operations. In fact, to maximize business development, SMEs should take 
the facilities of financing by creating a partnership with bank or financial 
institutions. Also, the ability to conduct financial management and the ability to 
compete (Irjayanti et al., 2016) leads business success. 
 
Most SMEs are not registered as corporate bodies but as sole proprietorship or 
in Indonesian case are Trading Business (UD) and Limited Partnership (CV), as the 
registration procedures quite simple and a bit easier than the other forms of business 
registration. Hence, SMEs has outnumbered all the other forms of business and can 
be found almost everywhere across the country (Amoako, 2013). Ironically, a 
research by Boachie et al. (2005) showed that 60% of the SMEs are not able to 




































Accounting has a lot of benefits for SMEs one of which is to receive financing 
from bank or financial institutions. SMEs must provide reliable information before 
financial institutions decide whether or not to invest or finance in business. Bank, 
for example, need to know whether SMEs are able to pay the principal amount and 
interest rates before granting the facility (Amoako, 2013). If SMEs have the desire 
to grow significantly, it is unavoidable that external financing is a mandatory step 
to be taken. Investors decision whether to invest or not depends on the quality of 
SME accounting records. It is reasonable for investor to analyze SME’s financial 
accounting information in order to reduce risk (Amoako, 2013). A research by 
Tagoe et al. (2001) emphasized that inadequate accounting system is the primary 
factor in small business failures. 
 
Copeland and Dascher (1978) described that in the process of planning for 
profit, financial information is designed in a way that can help judgment and 
decision making. In addition to that, Amoako (2013) also argued that accounting is 
one of the most effective decision tools of management. The various business 
transactions which provided in a way that easier to be interpreted from accounting 
information gives an aid to management in operating the business. 
 
According to Ediraras (2010), accounting is the key factor to gauge business 
performance. The accounting information provided in accounting records is useful 
for decision making in order to improve the business management. That information 
helps the SMEs to identify and to predict which areas of business which problems 

























Without those, the problem which originally avoided or solved becomes the cause 
of the loss or even bankruptcy. Ediraras (2010) argued without effective accounting 
method, the business which initially has a big potential of success can go bankrupt. 
 
 
A research by Biryabarema (1998) found that the significance of accounting 
practice to help SME to have accurate information to make a proper decision. Sales 
or purchase projections, break-even analysis, and other financial analyses are 
examples of accounting information. The research also implied that lack of proper 
accounting practice leads to emerge a significant issue for business success. 
 
A high incidence of failure among SMEs is caused by the poor accounting 
systems used by enterprises (Ofonagoro, 1983). The research emphasized that since 
accounting plays an important role in determining business growth and profitability, 
it is a mandatory for enterprises to evaluate the accounting systems used by SMEs. 
Since accounting can help enterprises to denote the volume of sales, profit (or loss), 
assets and liabilities at any given time. 
 
The quality of SME’s accounting information has a positive correlation with 
business’ performance and survival (Lybaert, 1998). More specifically, it is a need 
for SMEs to provide financial information due to the volatility with respect to the 
situation such as unstable cash and profit positions, and reliance on short-term 



























2.4 Entrepreneur’s Accounting Background 
 
A research by Miller et al. (2018) documented that entrepreneur’s accounting 
background which is defined as whom taken a course in accounting/finance or had 
work experience in accounting/finance or had accounting/finance education 
background can positively affect the likelihood of business achieving and maintain 
profitability. The research emphasized that entrepreneurs who have accounting 
knowledge are more likely to use their skill to understand the financial reports. 
 
A similar research conducted by Hoitash et al. (2016) found that CFOs with 
accounting backgrounds are more likely to have conservative point of view. When 
applied to our setting, it is possible that entrepreneurs with an accounting 
background also have high likelihood of becoming more conservative with respect 
to accounting practice. Therefore, they will take less risky projects which leads to 
higher chance of achieving and maintaining profitability. Moreover, entrepreneurs 
who have accounting background are more likely to organize and consolidate 
accounting information for making business decisions (Bushman and Smith, 2001). 
While the ability of gather, summarize, and analyze accounting information 
increase the likelihood of better decision making (Meigs and Meigs, 1993). 
 
With respect to our primary interest to examine whether accounting positively 
affects the profitability of SMEs, specifically in entrepreneurs’ accounting 
background, the researcher defined this on whether the entrepreneur has taken at 

























accounting/finance or have a college degree related to accounting/finance. Millet et 
al. (2018) documented that the entrepreneur having an accounting background is 







2.5 Preparation of Financial Statements and Financial Projections 
 
It is argued by Burchell et al (1980) that the relationship between accounting 
information and decision making rarely has been examined critically and its 
connection has been only presumed rather than empirically proven. For instance, 
Alle and Yohn (2009) and Cassar (2009) provide insight into SME ventures’ 
decisions to prepare financial statements and financial projections to document the 
benefit for accessing credit and reducing cost of credit. 
 
A research by Minnis (2011) found that firms with audited financial statements 
have a lower cost of debt due to the trust of the lenders from audited financial 
statements when determining interest rates. Furthermore, studies conducted by 
Minnis and Sutherland (2017) also argued that financial statements is requested by 
commercial lenders as a tool of monitoring mechanism. Other studies found that 
accounting information improves the organization and consolidation for decision 
making (Meigs and Meigs, 1993; Bonner, 1999) which leads to increased business 
performance through channels (Bushman and Smith, 2001). First, accounting 
information, if interpreted carefully and thoroughly, is able to exhibit whether a 
























financial reporting is able to track the resources and prevent fraud. Third, financial 
reporting should reduce adverse selection costs. 
 
While, historical information in the form of financial statements aid in 
distinguishing between good and bad investment opportunities, financial 
projections may provide even stronger benefits in this regard (Miller et al., 2018). 
For example, preparing sales or expenses process and the process of considering 
fixed as well as variable costs should provide critical insights with respect to 
business’ key cost drivers and the key determinants of success or failure. Therefore, 
the research emphasized that forecasts should improve planning and decision 
making for business venture which leads to higher likelihood business achieves 




2.6 Hiring Accountant or Bookkeeper 
 
The hiring of accountant/bookkeeper initiated by entrepreneurs to prepare financial 
statements or managing finance is beneficial for decision making (Bonner, 1999) 
and more accurate projections (Cassar, 2010). By employing the aid of a 
professional accountant or bookkeeper, the financial statements are likely to 
provide a more accurate depiction of the business’ economic situation. Ultimately, 
the financial statements are made to be a better basis for entrepreneurial decision 
making. 
 
It is arguably that the case of SMEs require external support from external 
accountants due to the lack of in-house expertise (Bennertt and Robson, 2005; 

























summarize a range of competencies that support the SME’s intangible resources, 
providing a potential source of competitive advantage (Gooderham et al., 2004). 
Commonly, when the gap is found between SME’s existing internal resources and 
the resources required to achieve business objectives (Johnson et al., 2007), external 
support is needed. The small enterprises usually have the greatest gap between those 




2.7 Accounting Information System (AIS) 
 
The purpose of implementing accounting information system (AIS) is to collect and 
store data related to transactions to produce specific financial reporting for decision 
making. Accounting Information System (AIS) processes the economic events or 
transactions from day to day operations that are divided into two main types, 
external and internal transactions. External transactions emerge from exchange with 
the outside world such as purchasing or selling goods, while internal transactions 
emerge from accumulation of the cost data and assignment of the costs of 
production (Muhindo et al., 2014). Accounting Information System (AIS) are a tool 
which, when incorporated into the field of Information and Technology systems 
(IT), were utilized to help in the management and control of business related to 
economic-financial area. 
 
Rather recently, the rapid development of technology has created more of 
possibility of generating and using accounting information for strategic viewpoint 
(Grande et al., 2011) instead of just ‘numbers’. The research argues that AIS has 
























customers in the same way the development of the electronic banking allows the 
businesses to reduce time lagging in their transactions, moreover AIS have fastened 
tax management. 
 
In short, AIS is a system/software used to record the financial transaction of a 
business or organization. This system incorporates the methodologies, controls and 
accounting techniques with IT industry: user interface, computers and sophisticated 
software. Therefore, AIS software, more specifically, can track transactions which 
includes internal reporting data, external reporting data, financial statements, and 
trend analysis capabilities (Grande et al., 2011). According to Muhindo et al. 
(2014), AIS refers to the comprehensive collection of business transactions from 
inputs, gathering and reporting of financial transactions information. In other 
words, AIS put together the related components of accounting cycles from 
collecting information, raw data and transform them into financial data for the 
purpose of reporting them to decision makers (Soudani, 2012). 
 
Moreover, Grande et al. (2011) suggested that an optimal use of AIS by SMEs 
can help adaptation process more successful to a changing environment and 
increase the competitiveness of business, while at same time enhancing the dynamic 
character of business. In other words, there are improvements in administrative 
management regarding accountancy and finance. Consequently, regarding the 































2.8 The Profitability of Small-Medium Enterprises (SMEs) 
 
In this research, business profitability is defined as the ability of Indonesian SMEs 
to achieve and maintain positive cash flow from business day-to-day operations 
(Miller et al., 2018) after being deducted by material and overhead costs as well as 
employees’ salaries for three consecutive periods. The profitability of SMEs can 
determine the sustainability and ongoing business venture. There is a high incidence 
of business failure, according to the US Bureau of Labor Statistics Business 
Employment Dynamics (2015. However, more than 650,000 businesses were 
established during the year and these businesses created over three million jobs. 
Ironically, the statistics exhibited that less than half of the new businesses survive 
for more than five years. 
 
Miller et al. (2018) examined specifically on how accounting can affect 
business’ profitability. Profitability of SMEs is influenced by working capital 
management (Tran et al., 2016), accounting (Miller et al., 2018), the ability to 
compete in the marketplace (Anton et al., 2015), implementation of accounting 
information systems (Grande et al., 2011; Muhindo et al., 2014), and innovation 
(Hamdani and Irawan, 2012). Moreover, A research by Minnis and Sutherland 
(2017) implied that the indicator of success is measured by the success in ability to 
acquire customers based on feedback and good service. Miller at al., (2018) 
specifically argued that business profitability is affected by entrepreneur’s 
knowledge on accounting and whether the business preparing the financial 
statements and financial projections. Also, prior research suggested that the success 

























venture and work experience (Gompers et al., 2010; Hopp and Sonderegger, 2014), 
motivation (Hechavarria et al., 2012), and the various backgrounds and experiences 




2.9. Theoretical Framework and Hypothesis Development 
 
In short, the relationship between accounting and profitability of Indonesian SMEs 
is summarized in the following figure below. The theory that underlies the 
relationship is Resource-Based Theory (RBT). Based on RBT, proper utilization 
and exploitation of internal resources leads to a firm in achieving competitive 
advantage which eventually increases the likelihood of gaining and maintaining 
profitability. In this research, a firm is specifically interpreted as Indonesian SMEs. 
 
Based on the theory applied, this research model focuses on accounting 
affecting profitability of Indonesian SMEs. In this research, accounting is 
elaborated in four components which consist of entrepreneur’s accounting 
background, preparation of financial statements and financial projections, hiring 
accountant/bookkeeper, and implementation of accounting information system 
(AIS). While the profitability of Indonesian SMEs is defined as the capability of 
Indonesian SMEs to achieve positive cash flow from operations after being 
deducted by material and overhead costs as well as employees’ salaries for three 
consecutive periods. 
 
Interestingly, the relationship between accounting and profitability of SMEs is 

























be used as compliance exercise by entrepreneurs or preparing financial statements 
can distract entrepreneurs from other critical tasks such as marketing (Miller et al., 
2018) which likely to fail attaining profitability. Therefore, the following figure 
incorporates four accounting elements that influence profitability of Indonesian 
SMEs and Resource-Based Theory as a foundation. 
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In the Resource-Based Theory (RBT), resources are classified into three categories 
which are physical assets or tangible resources, human resources, and intangible 
resources. Thus, entrepreneur’s accounting background is classified as human 
resources based on RBT. Human resources which include organizational 
capabilities, culture, commitment, and capabilities for integration and 
communication is essential for the SME to increase the likelihood of achieving 
profitability. Special skill and distinct knowledge possessed by entrepreneur 
especially in accounting or finance field can make a significant contribution to the 
SME’s profitability. It is found the evidence by Miller et al. (2018) that 
entrepreneurs who have taken courses in accounting or work experience in 
accounting are more likely increase their business’ profitability due to their 
knowledge. 
 
The accounting steps from planning, bookkeeping, journaling, and reporting 
are usually made by knowledgeable personnel. Entrepreneurs who have accounting 
background are more likely to know how to prepare financial statements 
appropriately. Appropriate financial statements are used as a foundation to make 
business decision making. Moreover, it can the entrepreneur to make viable 
business strategies which more likely to increase business performance and 
resulting in profitable business venture. 
 
The researcher’s first hypothesis predicts the relationship between 

























Nevertheless, most prior research focuses on the benefits of financial expertise on 
monitoring instead of business’ profitability. For instance, DeFond et al., (2005) 
found evidence that audit committee member that has accounting financial 
expertise will more likely to get positive response from the market. Similarly, Gore 
et al. (2011) found that CFOs of the firm providing a stronger oversight on a firm 
financial policies and strategies. Consistent with that, Hoitash et al. (2016) found 
that CFOs with accounting background are more conservative in related to financial 
matters. When applied to our setting, it is possible that entrepreneurs with an 
accounting background will also take on lower risk and familiar project resulting in 
a safe environment and more likely to maintaining profitability. From these studies, 
the researcher can conclude that financial expertise is beneficial in terms of firm 
monitoring but does not necessarily provide insights into the value of an accounting 
background on overall business success. 
 
Another research by Bushman and Smith (2001) revealed that accounting 
information should improve the consolidation of firm information and better 
decision making. The researcher predicts, if applied in the researcher’s setting, the 
entrepreneurs with an accounting background are better able to consolidate 
information for making better business decision. Furthermore, Meigs and Meigs 
(1993) also emphasized that accounting is used to gather, summarize, and analyse 
information for successful managerial decision making. 
 
On the other hand, a few studies suggest that financial expertise may not always 
be an advantage for business success. Minton et al. (2014) found that financial 

























to that, accounting knowledge may not always lead to better decision making. In 
particular, Vera-Munoz (1998) found that high accounting knowledge actually 
interrupts entrepreneur’s ability to incorporate opportunity costs into business 
decision. Albeit of these contrary findings, the researcher hypothesizes that 
entrepreneurs with accounting background leads to business success. This leads to 
the first hypothesis which is: 
 





2.9.2 The Relationship Between Preparation of Financial Statements & 
 
Financial Projections and SME’s Profitability 
 
Preparation of financial statements and financial projections is considerably 
essential to help entrepreneur knowing the financial condition of the business. 
Resource-Based Theory categorizes financial statements as tangible resources. 
Tangible resources include plant, equipment, raw materials, and skills. While 
financial statement is included in skills that entrepreneur decision to make. 
Financial statements consist of income statement, cash flow statement, and balance 
sheet. While financial projections consist of sales forecast, cost of capital analysis, 
and break-even analysis. Preparing one of them can potentially increase the 
awareness of entrepreneur to better manage their business. Income statement, for 
instance, can help entrepreneur to decide what kind of primary and secondary 
sources of income so that they can make priority in order to maximize profit. Most 
























policy that obligate them. In this research, financial statements and financial 
projections can be a ‘secret weapon’ of entrepreneur to be a step forward to 
maximize business profitability. 
 
Preparation of financial statements and financial projections are useful for 
entrepreneurs to make business decision making. Planning, bookkeeping, 
journaling and finally reporting are the necessary accounting steps to make financial 
statements. For instance, statement of cash flow can aid the entrepreneur to know 
the current situation of the business related to the cash. By understanding the 
financial statements properly, entrepreneur can maximize this resources by making 
viable business strategies and turn the business venture into more profitable. 
 
The second hypothesis predicts that the preparation of financial statements 
more likely improves the profitability of Indonesian SMEs. Previous studies 
examine the relationship preparation of audited financial statements on small 
business but focuses on the implications for accessing credit and the cost of credit. 
For instance, Alle and Yohn (2009) stated that small business that create financial 
statements and financial projections is increasing the firm’s access to credit. 
Another research by Minnis (2011) found that firms that have audited financial 
statements have a lower cost of debt due to its credibility and the lenders rely on 
audited financial statements when determining interest rates. Furthermore, financial 
statements are used by commercial lenders as a monitoring mechanism (Minnis and 
Sutherland, 2018). While these studies focus on whether the preparation of financial 

























access to credit. Thus, this research focusses on whether financial statements can 
improve business profitability. 
 
Financial statements can help firm in terms of consolidating firm information 
for decision making in three ways. First, financial statements should help managers 
differentiate between good and bad investment opportunities. Second, financial 
statements should lead to better governance and eventually guide resources to good 
projects and prevent waste of resources. Third, financial statements can reduce 
unnecessary costs (Bushman and Smith, 2011). While financial projections may 
provide more insights in terms of differentiating good and bad investment 
opportunities. Thus, the process of forecasting future sales or future expenses and 
the process of considering fixed versus variable costs should provide insights in 
terms of business’ key cost drivers and the key determinants of success or failure. 
Therefore, these information lead to better decision making and increase the 
likelihood of business to achieve profitability (Miller et al., 2018). 
 
On the contrary, it is well known that entrepreneurs have limited time and 
resources, while some argue that financial statements can possibly interrupt from 
other critical tasks related to operational success of a business such as marketing or 
supply chain management (Miller et al., 2018). Also, Cassar (2010) found that 
entrepreneurs who prepare financial statements and financial projections are more 
likely to appear too much optimism in their expectations. This indicates that 
entrepreneurs who make financial statements and financial projections, tend to 
make worse business decision and be less likely to achieve profit. Despite these 

























between preparation of financial statements and financial projections on SME’s 
profitability. This leads to the second hypothesis which is: 
 
H2: Preparation of financial statements and financial projections positively 








Based on Resource-Based Theory (RBT), distinctive information is one of the 
internal resources that improves competitive advantage which eventually leads to 
business profitability. Hiring accountant/bookkeeper is recognized as an additional 
internal resource that provides useful information for SME. Therefore, based on 
RBT, hiring accountant/bookkeeper can be categorized as human resources 
advantage from the point of view of the accountant itself or as intangible resources 
advantage from the point of view of its benefits earned by the business venture. It 
is rare among the SMEs to hire accountant/bookkeeper; therefore, financial 
statements can lead to distinctive benefits that no other SMEs would even be 
considering the importance. By carefully hiring accountant/bookkeeper to manage 
finance or preparing financial statements, at least the entrepreneur can determine 
which key factor can improve business success and culprit of business failure. 
 
Accountant/bookkeeper can aid the entrepreneur from managing finance, 
planning, bookkeeping, journaling, and reporting to make viable business 

























accountant/bookkeeper, the decision making is still in the hand of entrepreneur. 
More importantly, preparation of financial statements without understanding its 
contents resulting in compliance exercise for entrepreneur and distract them from 
other vital activities like marketing and supply chain management, therefore, the 
presence of accountant/bookkeeper is a bridge towards improving business 
performance. 
 
In the third hypothesis, the researcher predicts that hiring 
accountant/bookkeeper to manage finance should increase the likelihood of 
business achieving and maintaining profitability. Managing finance includes 
preparing financial statements or giving advices in financial matters. Bonner (1999) 
argued that professional accountants and implementation of sophisticated financial 
statements lead to better decision making and more accurate projections (Cassar, 
2010). Furthermore, by hiring accountant/bookkeeper, the information provided 
will depict business economic situation and provide a better basis for business 
decision making. A SME that uses business advice and accounting services from 
external accountant/bookkeeper demonstrate superior performance (Carey, 2015). 
 
Some contrary studies found that hiring accountant/bookkeeper to manage 
finance suggest that the entrepreneurs will see it as a compliance exercise instead 
of as a tool for making better decision making (Millet et al., 2018). Despite these 
disadvantages, hiring accountant/bookkeeper to manage or prepare financial 









































The implementation of accounting information system (AIS) is a tool to help 
management to control topics related to firms’ economic-financial area. According 
to Grande et al. (2011), implementation of AIS benefits for the firm in terms of better 
adaption to a changing environment, better management and a high degree of 
competitiveness which is in line with Resource-Based Theory (RBT) by exploiting 
internal resources to achieve competitive advantage. Implementation of AIS can be 
categorized as intangible resources advantage which includes technology. In fact, a 
lot of SMEs in Indonesia do not even think about implementing AIS, whereas 
several third parties have provided AIS with low-cost or even free such as MYOB 
and Quickbooks. The awareness of the usage of AIS alone will guide the 
entrepreneur to make better decision making, notably that AIS consolidates various 
accounting information that eventually lead to business success. 
 
Finally, the researcher argues that the implementation of accounting 
information system should lead to higher likelihood of the small-medium 
enterprises (SMEs) to be successful. According to Grande et al. (2011), it is found 
























bank management and better performance measures. Also, the investment in 
technology can help the SME to promote information and communication in 
different areas of the organization such as production, design, innovation, 
marketing, commercial management, or after sales service because all of them are 
very directly identified with gaining or losing profitability or market share. 
 
According to El Louadi (1998), the implementation of accounting information 
system is more important for small-medium sized ones which need to deal with a 
higher degree of uncertainty in the competitive market from a strategic viewpoint. 
Therefore, the need to improve the systems and data processing capacity is 
mandatory to match the information needs in competitive market (Van de Ven and 
Drazin, 1985). Furthermore, Grande et al. (2011) pinpointed that increasing the 
investment in AIS will be the main advantage to achieve a stronger, more flexible 
corporate culture to face continual changes in the environment. A research by 
Cramm (2008) found that there is a direct positive relationship between IT 
contribution including AIS to increase SME productivity which eventually to 
increase SME profitability. 
 
Nevertheless, the investment in specific technology is related to performance 
and productivity is still open question due to its insufficient analyses for instance, 
which specific technology investment is still defined yet. Studies have been made 
by many researchers regarding the AIS contribution generally in increasing SME 
productivity. Although this lack of studies related to AIS leads to SME profitability, 
the researcher believes that AIS can help in terms of SME’s profitability. Therefore, 

























H4: The implementation of accounting information system (AIS) positively 
 






















































































This research uses quantitative method which examines the relationship 
between variables. According to Creswell (2014), a quantitative research is defined 
as an approach conducted by researcher(s) to test theories by examining the 
relationships among the predetermined variables experienced by particular 
populations. He added that the variables can operationalized and measured, in order 
to be analyzed using statistical tools, which eventually the researcher(s) can draw 
conclusions from the result of the statistical analysis. Furthermore, the 
predetermined variables used in this research are built upon and corroborated by the 
defined concepts, a theory, past studies, and hypothesis which have been described 
and elaborated in the literature review. 
 
With regards to this research’s statistical tool, the software is used to answer 
and formulate conclusions on the research question is SPSS version 22. This 
research replicates the research methods of the previous studies covering the 
proxies employed for the dependent and independent variables and the statistical 
tools used for examining the relationship between the variables as described in the 
next section. In addition, the explanation related to the sample selection, data 

























3.2 Population and Samples 
 
The term population is defined as the whole group of people, events, or things 
of interest that the researcher(s) attempt to be inquired (Sekaran and Bougie, 2013). 
Meanwhile, the term sample is defined as subset of population (Sekaran and 
Bougie, 2013). In this research, the population and samples are the entrepreneur 
members in Himpunan Pengusaha Muda Indonesia (HIPMI) East Java region. The 
total population of HIPMI East Java reaches approximately 105 members. 
 
Firstly, the rationale of choosing HIPMI East Java region is due to its diversity 
of business sectors. From the point of view of business sectors, it is known that 
HIPMI has various business fields including infrastructure and property; maritime, 
agribusiness and agroindustry; commerce, industrialization and state-owned 
corporation; natural resources, mineral energy and living environment; as well as 
creative economy, health and telecommunication. Therefore, due to its business 
diversity, the researcher assumes that this organization is representative enough in 
representing Indonesian SMEs with respect to which accounting resources should 
be implemented to increase the likelihood of achieving SME’s profitability. 
 
Secondly, HIPMI is dominated by small-medium sized enterprises (SMEs) 
instead of micro sized enterprises (MIEs) although few of them have already been 
categorized as large enterprises. Due to its dominance of SMEs, the population of 
is line with the researcher designed criteria to fulfill the purpose of the research. For 

























SMEs which focuses on growing the business instead of MIEs still focuses on 
survival value of the business. Another supporting evidence is that several members 
of HIPMI are continuing their family business for years, which can be roughly 
concluded that those business are categorized as small-medium sized enterprises 
(SMEs). 
 
Finally, with respect to selection of its region in East Java, the researcher finds 
that East Java region is the second biggest network in Indonesia after Central 
branch, considering that each city has its community, the researcher chooses East 
Java to ease him in obtaining various channel to be the representative of wider area. 
 
In selecting a subset or samples from the population, the researcher applies 
several criteria or judgment before determining the samples that will be used. This 
type of sampling method where the samples are chosen based on several criteria 
and adjusted for the research purpose is called Purposive Sampling Method 
(Sekaran and Bougie, 2013). Accordingly, these are the criteria designed by the 
researcher: 
 
1. The entrepreneurs surveyed must be one of the main personnel of the 
business (CEO, CFO, and other major roles) and have invested their 
capital in the business. 
 































3. According to UU No. 20 tahun 2008, SME should have assets (Rp) 
worth 50 million to 10 billion and gross profit (Rp) worth 300 million 




Therefore, the data that do not fulfill the above criteria will be excluded from the 
samples as their lack of incompatibility of required data will preclude the statistical 




3.3 Data Collection: Type and Sources of Data 
 
This research uses primary data as the main source of data. The primary data 
is gathered through deployment of questionnaire towards HIPMI East Java region 
members. According to Sekaran and Bougie (2013), primary data refers to which 
information is obtained through first-hand by the researcher on the variables of 
interest for the specific purpose of the research. In this research, the data are 
collected by administering questionnaires. The questionnaires are distributed 
through personal and electronic questionnaires. The distribution through personal 
is conducted in HIPMI HalalBihalal event in July 2018. The questionnaires are 
administered approximately 200 members of HIPMI East Java. To anticipate the 
lower expectation of attendance, electronic questionnaire is used. Some prizes like 
vouchers and gifts are offered to increase the response rate both through personal 






























3.4 Operational Definition and Measurement of Variables 
 
The current research has several variables that will be used by researcher to 
analyse or examine whether there is a relationship between. The set of variables 
being used in this research consistsing of independent and dependent variables. 
These variables are adopted from the combination of previous studies that address 
similar research topic such as accounting and business profitability. The 
descriptions regarding the variables are provided in the next subsections 
 
 
3.4.1 Independent Variable 
 
According to Sekaran and Bougie (2013), the term independent variable is 
defined as the influence variable that gives an effect on the dependent variable in 
positive or negative way. In this research, the independent variable refers to 
accounting which has four elements which consist of entrepreneur’s accounting 
background, preparation of financial statements, hiring accountant/bookkeeper, and 
implementation of accounting information system (AIS). The measurements of 
each variables will be explained further in the next paragraphs. 
 
 
1. Entrepreneur’s Accounting Background 
 
The entrepreneurs with accounting background is elaborated in terms of their 
work experience in accounting/finance, or taking a training/seminar in related to 
accounting/finance, or having accounting/finance education background (Miller et 
al., 2018). Accordingly, it equals to value of 1 if the entrepreneur has any work 

























training/seminar/course at least one or more in accounting/finance fields, or if the 
entrepreneur has accounting/finance education background. The value of 1 is 
assigned when one or more of the criteria is satisfied. Otherwise, failing to satisfy 
the criteria will be assigned with a value of 0 (Miller et al., 2018). 
 
 
2. Preparation of Financial Statements and Financial Projections 
 
The preparation of financial statements can be brokendown into two categories 
which are financial statements and financial projections. In terms of financial 
statements, there are three resources which consist of cash-flow statement, income 
statement, and balance sheet. Also, financial projections have three resources which 
consist of break-even analysis, cost of capital analysis, and sales forecast. Preparing 
any financial statements or financial projections is more likely leads to business 
success (Miller et al., 2018). Recently, in January 2018, SAK-EMKM (Standar 
Akuntansi Keuangan Entitas Mikro Kecil dan Menengah) is launched by Ikatan 
Akuntan Indonesia (IAI) which regulates the usage for whom and the contents in 
terms of minimum requirements. The SAK EMKM is designed for micro, small, and 
medium entities which its characteristics have explained above based on UU No. 
20 tahun 2008. In terms of the contents, SAK EMKM (2018) requires balance sheet, 
income statement, and notes of financial statements as minimum standards. In terms 
of period, SAK EMKM (2018) requires preparation of balance sheet at the end of 
the year period in continuous fashion and income statement for each period of the 


























According to SAK EMKM (2018), the entrepreneur has to meet the criteria of 
preparation of both income statement and balance sheet as a minimum requirement. 
Therefore, the gauge is divided into two clusters, with respect to 
relevancy/awareness and frequency. In association with relevancy/awareness, it 
equals to value of 1 if the entrepreneur prepares the balance sheet and income 
statement with any frequency. Otherwise, it equals to value of 0 if the preparation 
of both balance sheet and income statement is not made. Concerning with 
frequency, it equals to value of 4 if any financial statements or financial projections 
is prepared every month. While the value of 3 means the preparation of any 
financial statements or financial projections is made every three months, the value 
of 2 if the preparation of any financial statements or financial projections is made 
every six months and the value of 1 if the preparation of any financial statements 
or financial projections is made once a year. Finally, it equals to 0 if the preparation 




3 Hiring Accountant/Bookkeeper 
 
Hiring accountant/bookkeeper means the business venture hand the financial 
management or preparation of financial statements to the accountant/bookkeeper 
(Miller et al., 2018; Carey. 2015). An indicator variable equals to 1 if the financial 
management or preparation of financial statements is managed by 


























4. Implementation of Accounting Information System 
 
Accounting information systems refers to the usage of software that collects 
business components including entire inputs, gathering, and reporting of financial 
transaction information (Muhindo et al., 2014). Also, it refers to the level of which 
accounting information systems had taken place in the form of accounting software 
or applications (Grande et al., 2011). In terms of implementation of accounting 
information system (AIS), the value of 1 is given if the entrepreneur implements 
AIS by using accounting software such as MYOB, Krishand, QuickBook, etc other 
than Microsoft Excel towards his business. The value of 0 (zero) is given when the 
entrepreneurs do not implement any AIS/not relevant or manually record or simply 
use Microsoft Excel. Furthermore, the researcher also attempts to measure its 
sophistication of their AIS which is categorized as integrated and modest. If AIS is 
implemented in sophisticated way, in other words, integrated the value of 1 is given. 
On the contrary, if AIS is implemented in simple or manual way, so it is called 
modest, the value of 0 is given (Grande et al., 2011). 
 
 
3.4.2 Dependent Variable 
 
According to Sekaran and Bougie (2013), the researcher’s main interest is to 
understand and explanation of dependent variable. The goal of the research is 
investigating any relationship of other variables towards dependent variable. 




























of the problem. In this research, the dependent variable is the profitability of 
Indonesian SMEs which can be represented as positive cash-flow. 
 
The dependent variable used in this research is positive cash flow. The 
profitability of SMEs means the business venture is able to achieve and maintain 
positive cash flow from operations throughout the measurement period, where 
positive cash flow is revenue that covers all expenses and employee salaries (Miller 
et al., 2018; Tran et al., 2017). In this research, the researcher regards that SME can 
be called as profitable when it can maintain in three months in a row of positive 
cash flow. An indicator of variable is equal to 1 if business venture can maintain 
profitability in three months in a row, while it equals to 0 if business venture is 




3.5 Data Analysis Method 
 
In analyzing the data, this research uses SPSS version 22. Before conducting 
hypothesis testing, this research examines the instrument to test its reliability and 
validity by administering pilot test while the analysis is done using logistic 
regression analysis for hypothesis testing. 
 
 
3.5.1 Pilot Test 
 
Pilot test is conducted to test the instrument (or questionnaire) in terms of 
validity and reliability. The validity test is using Pearson Product Moment, the value 

























reliability test is using Cronbach Alpha, the value of 0.6 or above is the requirement 
of being determined as reliable. The questionnaires are administered to the sample 
of minimum 30 entrepreneurs who have similar characteristics as the main 
population which is HIPMI Jatim. The sample is taken from the combination 
member of HIPMI Surabaya, Developer Property Indonesia, and some colleagues’ 
businesses to test whether the questionnaire is well understood resulting in adequate 
reliability and validity of the instrument. 
 
 
3.5.2 Logistic Regression Analysis 
 
The investigation towards the profitability of Indonesian SMEs is conducted 
through a set of research instruments investigating the profitability of Indonesian 
SMEs is measured from the assessment of it which is positive cash flow for three 
consecutive periods. The validity of formulated hypotheses is tested by using 
quantitative data. The collected data hereafter, are analysed by using logistic 
regression analysis. Similar to multiple linear regression, the relationship among 
variables describes the function to illuminate correlation between dependent 
variable (Y) and independent variable (X). According to Ghozali (2001), the steps 
taken in logistic regression analysis will be: Predetermined initial equation will 
be: 
 
Ln [odds (Indonesian SME’s profitability)] = a 
+B1X1+B2X2+B3X3+B4X4 p 
 

































p (Indonesian SME’s profitability) =  







p (Indonesian SME’s profitability) = the profitability of Indonesian SMEs 
measured by cash flow from operations 
 
X1 = Entrepreneur’s accounting background 
 
X2 = Preparation of financial statements and financial projections 
 
X3 = Hiring accountant/bookkeeper 
 
X4 = Implementation of AIS 
 
a = intercept constants 
 
B 1, B 2, B 3, B 4 = regression coefficient 
 

















































4.1 Research Samples 
 
The objects of this research are the entrepreneurs that affiliate with HIPMI 
Jatim. The total members of entrepreneurs in HIPMI Jatim is 105. However, the 
entrepreneurs that can be accessed are only 75 people, while the remaining 23 of 
them cannot fulfill the minimum criteria so that the data can be accessed from these 
entrepreneurs are 52 people left. The minimum criteria to be recognized as sample 
are 1) Entrepreneur has to be the owner or take hold of important role in the business 
(e.g. finance manager, marketing manager, etc); 2) The business is run in Indonesia; 
3) the business has a minimum omzet of 300 million Rupiahs per year. Table 4.1 
exhibits the proportion of research objects. 
 
Table 4.1 Research Object Proportion 
 
 Number of 
 Entrepreneurs 
    
Population  105 people 
Cannot be accessed  (30 people) 
Cannot fulfill requirement as sample  (23 people) 
    
Total of samples  52 people 
     
 
 
From 52 samples of entrepreneurs, the data can be gathered as a whole and 
























4.2 Descriptive Statistics 
 
In this section, descriptive statistics of independent and dependent variables are 




Table 4.2 Descriptive Statistics of Independent and Dependent Variables 
 
 Frequency Percentage 
  (%) 
   
Entrepreneur’s Accounting Background   
Does not have any accounting/finance background 14 26,9 
Has accounting/finance background 38 73,1 
Total 52 100 
   
Preparation of Financial Statements and Financial   
Projections   
Does not prepare income statement & balance sheet 27 51,9 
Prepares income state & balance sheet 25 48,1 
Total 52 100 
   
Hiring Accountant/Bookkeeper   
Does not hire any accountant/bookkeeper 24 46,2 
Hire accountant/bookkeeper 28 53,8 
Total 52 100 
   
Implementation of Accounting Information System   
Implements manually or using Microsoft Excel 27 51,9 
Implements sophisticated AIS software 25 48,1 
Total 52 100 
   
  SME’s Profitability    
Cannot maintain positive cash flow 3 periods 16 30,8 
Can maintain positive cash flow 3 periods 36 69,2 
Total 52 100 
   
 
 
On the first independent variable, entrepreneur’s accounting background, the 
value of 1 (one) is given if the entrepreneur has at least one of the following criteria: 
1) Has worked in the field of accounting/finance; 2) Has attended 
























accounting/finance education background (Miller et al., 2018). Otherwise, the value 
of 0 (zero) is given if the entrepreneur cannot meet any criteria above. The 
minimum criteria of the second independent variable, preparation of financial 
statements and financial projections is regulated by SAK EMKM (2018) which at 
least prepares the income statement and balance sheet. In other words, the 
entrepreneur will be given the value of 1 (one) if meeting the criteria above. 
Otherwise, the value of 0 (zero) is given. 
 
Hiring accountant/bookkeeper, as the third independent variable is measured 
when the entrepreneur hires any accountant/bookkeeper to manage finance or to 
help in preparing financial statements (Miller et al., 2018). If so, then 1 (one) is 
given, while the decision for not hiring any accountant/bookkeeper will be given 0 
(zero). The last independent variable is implementation of accounting information 
system. The implementation of sophisticated accounting information system such 
as using MYOB, Krishand, Quickbook, etc will fulfill the criteria and it is given 1 
(one). On the other hand, implementation of accounting information system 
manually or only use Microsoft Excel will the opposite and given 0 (zero). The 
dependent variable, SME’s profitability (Miller et al., 2018), has to be fulfilled by 
entrepreneur to get a value of 1 (one). Otherwise, failure in maintaining will be 
given 0 (zero). 
 
 
4.3 Hypothesis Testing 
 
The analytical method used in this research is logistic regression analysis with 

























While the independent variables are entrepreneur’s accounting background (X1), 
preparation of financial statements and financial projections (X2), hiring 
accountant/bookkeeper (X3), and implementation of accounting information system 
(X4). Enter method is executed once in regression towards dependent and 
independent variables has been chosen simultaneously. The logistic regression 
analysis is performed using SPSS version 20 (for windows). Hypothesis testing 
informs the impact of each independent variables individually toward dependent 
variables into a model. Table 4.3 explains things in a more detailed as follow. 
 
 
Table 4.3 Logistic Regression Testing Partially 
 
Variables B Sig. 
   
Entrepreneur’s Accounting Background -1,824 0,086 
Preparation of Financial Statements and Financial Projections 4,351 0,001 
Hiring Accountant/Bookkeeper -1,770 0,359 
Implementation of Accounting Information System 0,099 0,538 
   
 
 
Based on the hypothesis, the analysis is as follow: 
 
1. The first hypothesis indicates negative impacts entrepreneur’s 
accounting background towards SME’s profitability which is based on 
negative coefficient value. While the significance level for 
entrepreneur’s accounting background is 0,086 (p ≤ 0,05). Therefore, 
due to the significance level is greater than 0,05 and negative coefficient 
value, it can be concluded that there is a negative but not significant 


























background towards SME’s profitability. So, the first hypothesis is 
rejected. 
2. The second hypothesis implies the existence of positive impact of 
preparation of financial statements and financial projections towards 
SME’s profitability. At the same time, the significance value is 0,001 (p 
≤ 0,05). This phenomenon indicates that preparation of financial 
statements and financial projections have significant impact due to its 
significance value below 0,05 and positive impact due to its positive 
coefficient value towards SME’s profitability. Therefore, the second 
hypothesis is accepted. 
 
3. The third hypothesis of independent variable hiring 
accountant/bookkeeper towards SME’s profitability shows the 
significance value of 0,359 (p ≤ 0,05) and negative coefficient value. 
Based on its significance value which is greater than 0,05 and negative 
coefficient value, it can be concluded that hiring accountant/bookkeeper 
has negative but not significant impact towards SME’s profitability. 
Therefore, the third hypothesis is rejected. 
 
4. The last hypothesis of independent variable implementation of 
accounting information system shows similar results of the first and the 
third hypothesis. It is implied by the significant value of 0,539 (p ≤ 
 



























conclusion, implementation of accounting information system has 
negative but not significant impact towards SME’s profitability. So, the 
fourth hypothesis is rejected. 
 
From the data above, it can be concluded that only one hypothesis is accepted 





4.3.1 Dimension of Preparation of Financial Statements and Financial 
 
Projections Towards SME’s Profitability 
 
Independent variable preparation of financial statements and financial 
projections consists of 6 (six) dimensions such as cash-flow statement, balance 
sheet, income statement, sales forecast, break-even analysis, and cost of capital 
analysis. To know each impact of dimensions towards SME’s profitability, the 
combination of cross-tabulation and logistic regression is conducted partially. 
Cross=tabulation method aims at ascertaining the impact of preparing (or not) each 
financial report towards SME’s profitability implied in percentage. While the 
logistic regression aims at finding out the significance of each financial report 



































Table 4.4 Dimension Testing of Preparation of Financial 
 








 Positive Cash Flow for  
 Three Consecutive Periods  
Dimension (Y)  Sig. 
 Maintain  Non-  
   Maintain  
     
Cash-Flow     
Statement    0,009 
Prepare 79,5%    
Not prepare   61,5%  
Balance Sheet    0,002 
Prepare 92,3%    
Not prepare   53,8%  
Income Statement    0,000 
Prepare 88,9%    
Not prepare   75%  
Sales Forecast    0,333 
Prepare 75%    
Not prepare   37,5%  
Break-Even Analysis    0,233 
Prepare 76,9%    
Not prepare   38,5%  
Cost of capital     
Analysis    0,013 
Prepare 83,3%    
Not prepare   50%  
      
 
 
Based on table 4.4, it is concluded that cash-flow statement, balance sheet, 
income statement, and cost of capital analysis have a significant impact due to their 


























(p ≤ 0,05) towards SME’s profitability. While the other two, sales forecast and 
break-even analysis, do not have a significant impact towards SME’s profitability 
because their significance values is greater than 0,05. 
 
 
4.4 Regression Model 
 
Regression model from statistical analysis is exhibited on table 4.5. 
 
 
Table 4.5 Logistic regression coefficient value 
 
 B S.E. Exp 
   (B) 
    
Step 1
a
    
Entrepreneur’s Accounting Background (X1) -1,824 1,061 0,161 
Preparation of Financial Statement and Financial    
Projections (X2) 4,351 1,295 77,573 
Hiring Accountant/Bookkeeper (X3) -1,770 0,936 0,170 
Implementation of Accounting Information System    
(X4) 0,099 0,875 1,104 
Constant 1,833 1,071 6,250 
    
 
 
Based on table 4.5, the logistic regression equation (Peng et al., 2000) will be: 
 
Probability: Ln   = ( α + β1X1 +β2X2 + β3X3 + β3X3 + β4X4) 
 



























The logistic regression equation above means the probability of entrepreneurs to 
maintain or not maintain SME’s profitability can be calculated in this equation. The 
probability value of entrepreneurs to maintain or not maintain SME’s profitability 
is between 0 and 1. If the value gravitates towards 1, the bigger the probability of 
entrepreneurs maintain SME’s profitability. Meanwhile, if the value is close to 0, 
the smaller the probability of entrepreneurs maintain SME’s profitability. 
 
In addition, the meanings of logistic regression coefficient values are as follows: 
 
1. Logistic regression coefficient value of entrepreneur’s accounting 
background (X1) is -1,824 means if the other independent variables are 
constant while the entrepreneur has accounting background, then the 
probability of entrepreneur to maintain SME’s profitability becomes lower 
due to its negative value. Negative value of regression coefficient implies 
inverse relationship between X1 and Y. 
 
2. Preparation of financial statements and financial projections variable (X2) 
results is 4,351 in its logistic regression coefficient value. It means that when 
the other independent variables are constant, while the entrepreneur prepares 
for at least balance sheet and income statement, the probability of 




























becomes higher due to its positive coefficient value and have in-line 
relationship between X2 and Y. 
 
3. The negative logistic regression coefficient value is also found in hiring 
accountant/bookkeeper (X3) variable with the value of -1,770. It defines 
that if the other independent variables are constant while the entrepreneur 
hires accountant/bookkeeper to manage finance or to help prepare financial 
reports, the probability of entrepreneur maintains SME’s profitability 
becomes lower due to its negative sign. It also implies the inverse 
relationship between X3 and Y. 
 
4. The fourth independent variable, implementation of accounting information 
system (X4) results is -0,099 which means that if the other independent 
variables are constant while the entrepreneur implements sophisticated 
accounting information system (e.g. using MYOB, Krishand, Quickbooks), 
then the probability of entrepreneur to maintain SME’s profitability 





4.5 Odd Ratio Value 
 
In the equation above, the odd ratio value is represented by Exp(B). Odd ratio 
is the probability of entrepreneurs to maintain or not maintain SME’s profitability 
affected by independent variables. If the Exp(B) value is more than 1, it is called as 























1. Odd ratio value of entrepreneur’s accounting background is 0,161. This 
phenomenon means that the opportunity of entrepreneurs who have 
accounting background will result 0,161 times to maintain SME’s 
profitability compared to entrepreneurs who do not have any accounting 
background. 
 
2. Preparation of financial statements and financial projections’ odd ratio is 
 
0,170 which means that the opportunity of entrepreneurs who prepare for at 
least balance sheet and income statement will result 77,573 times better to 
maintain SME’s profitability compared to those who do not prepare both 
balance sheet and income statement. 
 
3. The value less than 1 is also found in hiring accountant/bookkeeper. Its odd 
ratio is 0,170 which means that the opportunity of entrepreneurs who hires 
accountant/bookkeeper to manage finance or to help preparing financial 
reports will have 0,170 times in maintaining SME’s profitability compared 
to those who do not hire accountant/bookkeeper. 
 
4. Odd ratio of implementation of accounting information system is 1,104. It 
implies the opportunity of entrepreneurs who implement sophisticated 
accounting information system (using MYOB, Krishand, Quickbooks) will 
result 1,104 times better in maintaining SME’s profitability than 































4.6 Model Fit Test 
 
Model fit test is conducted to test the null hypothesis which aimed to inform 
whether empirical data has been fit or not with the model. If there is compatibility 
between data and model, it can be recognized as fit. This test is measured by the 
value of Hosmer and Lomeshow Goodness-of-fit test Statistic. If the value > α 
(0,05), then logistic regression model is fit, thereupon can be used in this research. 
Table 4.6 Hosmer and Lomeshow Test 
 
 
Step Chi-square df Sig. 
    
1 2,020 7 0,959 




Table 4.6 shows the significance value of 0,959 which is bigger than 0,05. It can be 
concluded that the logistic regression model is fit and accepted. Chi-square value 
is used to measure the difference between observation value and dependent variable 
prediction value which is the smaller the better. From the SPSS output shows the 
Chi-Square value of 2,020 and significance value of 0,959 which indicates null 
hypothesis can be accepted if it is lower than 0,05. Therefore, this test shows that 




4.7 Accuracy Level Model 
 
One of the main purposes of logistic regression is to determine the accuracy 
level from logistic regression analysis to classify the entrepreneurs whether able to 




















Table 4.7 Classification Model 
 
 
     Predicted  
 




 Y  
 
      
 
   Non-   Percentage 
 
   Maintan  Maintain Correct 
 
       
 
Step 1  Non Maintain 8  8 50 
 
 Y Maintain 1  35 97,2 
 
 Overall Percentage    82,7 
 







In table 4.7, the accuracy level of logistic regression analysis in prediction is 
82,7%. This model predicts that from 16 entrepreneurs that are initially uncapable 
of maintaining cashflow, 8 of them will be able to maintain their cashflow and the 
other 8 are still uncapable of –maintaining their cashflow in the future. On the other 
hand, 36 entrepreneurs that initially are capable of maintaining their cashflow then 
decreases into only one entrepreneur while the others are still capable of 
maintaining their cashflow in the future. 
 
 
4.8 Determination Coefficient Test (NagelKerke R Square) 
 
The determination coefficient value of NagelKerke R square is to determine 
how big independent variables affect dependent variable. 
 
 Table 4.8 Determination Coefficient Test 
     
Step  -2 Log Likelihood NagelKerke R square 
     
1   37,923
a
 0,559 





























Table 4.8 shows NagelKerke R square value of 0,559 meaning that independent 
variables have 55,9% impact towards dependent variable, while the remaining 







This section explains the impact of independent variables towards dependent 




4.9.1 Entrepreneur’s Accounting Background Does Not Affect SME’s 
Profitability 
The result of this research found that entrepreneur’s accounting background 
variable does not affect SME’s profitability. In this research, one of the dimensions 
of entrepreneur’s accounting background is work experience in the field of 
accounting/finance that evidently does not have any impact towards SME’s 
profitability. This phenomenon is in line with a research conducted by Thiess et al. 
(2016) found that business success is determined from the diversity background of 
team members instead of specialization in only one field. Moreover, business 
success is not merely determined by entrepreneur’s background but also motivation 





























Other research suggests that an expertise in finance does not have any impact 
towards SME growth (Eke and Raath, 2013; Olawale and Garwe, 2010). A research 
by Vera-Munoz (1980) found that high accounting knowledge will hinder decision 
making in the right time because of too much considerations. In addition, an 
expertise in finance will not be used optimally in crisis by using the same strategy 
while in a secure condition it yields inconsistent findings (Minton et al., 2014). 
Custodio and Metzger (2014) discovered in their research that people at the top who 
have an expertise in finance will hold less cash and issue more debt, in consequence, 
cash flow tend to be negative. 
This study, in particular, related to entrepreneur’s accounting background is an 
empirical estimation without having guarantee to highest accuracy in the real world. 
In this case, entrepreneur’s accounting background could beneficial for SMEs since 
the entrepreneur will likely to take less risky projects which lead to maintain 
profitability (Hoistash et al., 2016). Also, entrepreneur’s accounting background 
are having more ability to consolidated firm information for decision making 




4.9.2 Preparation of Financial Statements and Financial Projections 
 
Positively Affects SME’s Profitability 
 
This research reveals that preparation of financial statements and financial 
projections variable positively affects SME’s profitability. More specifically, 
dimensions which give significant impact toward SME’s profitability are cash flow 




















 The other two dimensions, sales forecast and break-even analysis do not have 
significant impact toward SME’s profitability. Based on Resource-Based Theory, 
preparation of financial statements and financial projections is classified into 
tangible resources whereas financial report is classified as the output. 
 
Several studies found that preparation of financial statements is the foundation 
of good decision making (Bonner, 1999; Meigs and Meigs, 1993; Miller et al., 
2018). For instance, cash flow statements can be used for current cash condition, so 
that negative cash flow can be prevented. Indeed, accounting information such as 
financial statements improve information consolidation resulting in financial 
performance improvement (Bushman and Smith, 2001). In addition to that, they 
also examined that accounting information which can be differentiated into good or 
bad investments which later indirectly affects business performance. Another 
research by Alle and Yohn (2009) suggested that preparation of financial statements 
in SMEs is consistent with capital loan from external parties which result in 
increasing cash flow. 
  Cost of capital analysis includes the cost of debt and the cost of equity and is 
used by companies internally to judge whether a capital project is worth the 
expenditure of resources (Tran et al., 2017). Cost of capital depends on the mode 
of financing used, it refers to the cost of equity if the business issues shares or 
stocks. While the cost of debt if it is financed from debt such as bank loans. In this 
study, SMEs are not financed through equity, rather through debt. When implied in 
our setting, the cost of debt is defined as the interest rates paid by SMEs while 




















4.9.3 Hiring Accountant/Bookkeeper Does Not Affect SME’s Profitability 
 
It is found in this research that hiring accountant/bookkeeper variable does not 
affect SME’s profitability. This phenomenon has been predicted by Miller et al. 
(2018) suggesting that entrepreneurs who hire accountant/bookkeeper will view 
accounting as a compliance exercise. Consequently, the actual data is not integrated 
and inhibits decision making process objectively due to its rigidity (Child, 1974).  
Several studies also suggested that financial statements made by accountant 
can only be beneficial if the entrepreneurs know the basic accounting principles 
(Miller et al., 2018) or only if the entrepreneurs have work experience and 
background in the field of accounting (Davila and Foster, 2005). 
 
Besides, the presence of accountant is not an obligation and it tends to give an 
insignificant impact in the case of SMEs due to its limited transactions (Stanfield, 
2009). A research by Lambrect and Pirnay (2005) found mixed results in hiring 
accountant towards SME’s success and growth. Instead of hiring 
accountant/bookkeeper, it will be more useful for entrepreneurs to hire marketing 
professional to increase SME’s growth and success (Wren and Storey, 2012). 
Due to the exclusivity result of the respondent in this study, hiring 
accountant/bookkeeper could be the other way around. According to Bennett and 
Robson (1999), accountant’s support could enhance business performance if the 
resources made by accountant is used as the basis of decision making. The gap 
between existing internal resources and resources required to achieve business 
success is likely to be the greatest in SMEs which could be supported by accountant 


























The result of this research discovered that implementation of accounting 
information system variable does not affect SME’s profitability. In information era, 
business success is not always determined by technology infrastructure (Scapens 
and Jazayeri, 2003), in this case is accounting information system. Other studies 
reveal drastic decrease in performance right after implementing technology because 
it needs several years after adopting such technology to be beneficial from it (Wah, 
2000).  
Naranjo-Gil (2004) also found that there is no direct relationship between 
SME’s performance and accounting information system. There is a big chance of 
imitating from competitors, as a consequence, this only gives very limited benefits 
while at the same time increase in costs (Vitale, 1986) which decrease in cash flow.
 In fact, it will hinder the performance since it is not utilized optimally 
(Davern and Kauffman, 2000; Mooney et al., 1996; Soh and Markus, 1995; Tallon 














































The results of this research regarding independent variables such as 
entrepreneur’s accounting background, preparation of financial statements and 
financial projections, hiring accountant/bookkeeper, and implementation of 
accounting information system towards dependent variable SME’s profitability are 
described as follows. Entrepreneur’s accounting background variable does not 
affect dependent variable. While preparation of financial statements and financial 
projections variable positively affects dependent variable. More specifically, there 
are six dimensions of preparation financial statements and financial projections 
variable such as cash flow statement, balance sheet, income statement, sales 
forecast, break-even analysis, and cost of capital analysis. Meanwhile, there are 
only four dimensions affecting dependent variable, which are cash-flow statement, 
balance sheet, income statement and cost of capital analysis. Both hiring 
accountant/bookkeeper variable and implementation of accounting information 
system variable do not affect dependent variable. 
 
 
5.2 Research Limitations 
 
Given the complexity of this subject, there are several limitations in this current 
research, which are 1) Since the total member of HIPMI Jatim is 105 people, 75 of 






















are only 52 can be processed further. This only represents less than 50% from total 
populations; 2) Limited number of periods used in this research is determined by 
the ability of entrepreneurs to maintain positive cash flow for three consecutive 
periods. Therefore, to determine if the SME is profitable or not, this research is 
judging on the performance for only three periods. This short-term period does not 
always represent the real condition of the business performance especially when the 
business has already run for several years. 
 
 
5.3 Suggestions for Future Research 
 
Given the limitation above, several suggestions are provided for the future 
researchers who will carry out similar topics of research. The suggestions are 1) 
Although the members of HIPMI Jatim have various business sectors, it is expected 
for future researchers to conduct a similar topic of research by expanding the 
respondents into wider area or other communities. This will shed more insights on 
the effect of accounting on SME’s profitability and provides more appealing 
evidences to current literature regarding their association; 2) It is also expected for 
future researchers to judge SME’s profitability based on the time the business has 
run. By providing this flexible judgment, the results will actually be more 
representative picturing real condition of the business rather than judging all SMEs 
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